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KEY ECONOMIC INDICATORS 


All velues in million US$ 


1975 Change 


Income, Production, Employment 


GNP at current prices ..... 
GNP at constant 1967 prices. . 
Per capita GNP, current prices 


Indices: 


Personal income. . 


1965=100 
Mining . . . « « « 
Manufacturing 


Non-agriculturel employment ... 


Average industrial wage. 


Employment (thousand workers) 


(5/74) 


1973 


9890.4 
5460.4 
$241.3 


238.6" 
170.5 
127.0 
161.6 
8198.2 
13262 


Exchenge rete: US$1. 
A e Jan- 
First 


1974 Half 


13479.3 8959.8© 
5780.1 2972.2 
$209. # 


$320.9 


191.2 
174.0° 
n.@a@. 
n.@. 
n.@. 
n.@. 


233.4 
171.8 
137.6 
175.4 
10942 
14479 


Averege unemployment rate (percent) (5/74) 


Money and Prices 
Money supply. . 


Public debt outstanding ....... 
9 (percent)2/ 


Foreign Debt service rati 
Interest rates (percent)£ 
Indices: 1965=100 


Consumer prices (Manila)d/ 
Wholesale prices (Manile)&/ 


4.5 


1159.0 
3009.6 
13.2 
15.43 


187.5 
218.4 


Balance of Payments and Trade 


Gold and foreign exchange reserves .. 


Balance of Payments . 
Balance of Trade . 
Exports, FOB... 
U.S. Share 
Imports, FOB. . 
U.S. Share . 


Major imports from the U.S.: 
Transport equipment $31.8 million; Electric machinery, apparatus and appliance $22.8 


876.0 
671.0 
240.6 
1837.2 
671.3 
1596.6 
449.5 
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1280.8 
3245.3 
8.7 

18.627 


251.9 
337.5 


1165.5 
80.0 


-418.3 


2725.0 
1156.7 
3143.3 
730.7 


n.@. 


1366.0 
3770.9 
12.0 
20.42 


268.6 
348.2 


1129.0 
-264.2 
-464.0 

1190.7 

270.9 

1654.7 

332.6 


00=%7.033 
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a/ 
Percent 


-12.2 

-37.6 
13.8 
0.2 


Machinery other than electric $95.3 million; 


million; Chemical elements and compounds $20.2 million; Chemical materials and 
products $18.6 million; Textile fibers not manufactured into thread or fabric 
$15.2 million; Cereals and cereal preparations $15.1 million; Base metals $9.1 


million. 


E Estimated 
P Preliminary 
r Revised 


a/ Cumulative portion of 1975 compared to same portion of 1974 (latter figure 


not shown). 


b/ Excluding Central Bank loans and short-term financing for export & import 


transactions. 


c/ 90-day lending rate for prime commercial borrowers. 
d/ Monthly average for the period. 
e/ Increase from June 1974 to June 1975 was 7.0 percent. 
£/ Decrease from June 1974 to June 1975 was 2.7 percent. 


Source: Central Bank, National Census and Statistics Office, National 
Economic and Development Authority. 





Summary: 


The Philippine economy has slowed slightly from its 1974 perfor- 
mance, but GNP may nevertheless show'5% real growth for 1975. 
Construction is performing the best of all sectors, agriculture 
and manufacturing are holding their own, while wood products and 
mining are down. Adverse demand conditions for Philippine ex- 
ports may correct themselves by the end of the year, but a trade 
deficit upward of $700 million is foreseen for 1975, which will 
result in considerable pressure on the overall balance of pay- 
ments. Monetary and fiscal policies are moderately expansionary. 
The inflation rate has slowed considerably from 1973-1974. Des- 
pite a slump in certain sectors, long-range conditions are 
favorable for promoting U.S. exports and for U.S. investment. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Growth Rate Floating Around Five Percent 


Based on preliminary estimates, the National Economic and Deve- 
lopment Authority (NEDA) has placed the GNP growth rate for the 
first half of 1975 on the high side of an annualized range of 
4.8% to 5.9%. NEDA does not expect substantial change in the 


near term, and is looking for GNP to increase by 4.4% to 5.5% 
for all of 1975. Earlier estimates predicting a 7% rate of 
growth presumed a speedier recovery of the U.S. and Japanese 
economies than has so far materialized. 


Sector activity during the first half has been led by the cons- 
truction industry, esvecially in the Greater Manila area. 
Stimulated by Government policy, valuation of new building 
construction has increased by 140% over the same 1974 period, 
and by a whopping 305% in the non-residential category, re- 
flecting a hotel boom which is expected to peak in early 1976. 
Office building construction in the Manila area and highway 
construction in Central Luzon are other important areas of 
activity. Whereas all other sectors registered decreased em- 
ployment, the construction sector posted an 8% employment 
grovth over Last year's first half level and a 2% increase 
over last year's second half figure. The overall employment 
index was two percent lover than for the first semester in 
1974, and 0.4% less than that for the second semester last 
year. 


NEDA statistics indicate that agricultural production during 
the first half was 1.6% higher than the corresponding 1974 
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period. This is much less than the 10.3% increase from 1973 to 
1974 (first half), but a large part of the 1974 increase reflect- 
ed recovery from a bad 1973 crop year. Fisheries and forestry 
(reflecting the depressed wood product market) continued to de- 
cline = down 3.0% from first half 1974 - but at a rate consi- 
derably less than the 1973-74 dropoff. Sugar production for 
this year's crop season, ending August, is expected to total 
2,650,000 short tons, about 2% below last year's level. How- 
ever, stocks at the end of the milling year are estimated at 
about one million tons, compared with 559,000 tons last year. 
The mining sector has borne the brunt of depressed demand and 
lower prices arising from external recessionary influences. 
Iron ore, copper, and gold mining have been hardest hit, al- 
though gold prices are still more than twice the 1974 level. 
Manufacturing volume posted an increase of 5% over last year's 
first half level and sales receipts for all industries were ‘up 
by 12 percent over mid-year 1974. 


Inflation has slowed considerably from the 34.3% increase in 
consumer prices recorded from 1973 to 1974. The average con- 
sumer price index for the first half of 1975 was 13.6% above 
that for the same 1974 period, and 6.6% higher than the average 
index for all of 1974. The rates of price increases during the 


period decelerated substantially from a high 22.6% annual rate 
in January to a low 7% recorded in June this year. Wholesale 
prices performed even better: the average index for the first 
half of 1975 was only 6.8% higher than the corresponding 1974 
period, and wholesale prices at mid-year were actually 2.7% 
lower than at mid-year 1974. 


External Sector: Trade Balance Deteriorates 


While the value of imports in the first semester was 13.8% 
higher than the first half of 1974, the value of exports fell 
by 12.2%, largely due to depressed prices. Adverse demand 
conditions, particularly for logs and lumber, also contributed 
to the first-half merchandise trade deficit of $429 million. 
Among the commodities vhich suffered declines, admittedly 

from windfall profit levels of 1974,were plywood (72%), cop- 
per ore/concentrates (62%), abaca (63%), logs and lumber 
(43%), and coconut oil (33%). A gain, however, was reflected 
in sugar exports, from $307 million to $406 million. The 
terms of trade index for Philippine products fell by 23.5% 
between May 1974 and May 1975. A portion of this deterioration 
in terms of trade may again be reversed, but the conjunction 
of extremely favorable prices for all major Philippine exports 
which occurred in 1973-74 was most unusual. 





A slight devaluation of the peso in July, amounting to about 
6.5% visea-vis the dollar, vill have little effect on trade 
flow on either the import or export side. 


A strong invisibles performance (e.g., tourist arrivals were 
up by nearly 40% in the first half) partially offset the trade 
deficit, but a substantial short-term capital outflow brought 
the net foreign exchange transactions deficit to $265 million. 
External debt as of June 30, 1975, stood at $3,532 million, 
which was 12% over the level at the end of 1974. The foreign 
debt service ratio was up by 10.1% over the first half of 
1974, but was still well within the statutory ceiling (20% of 
foreign exchange receipts) for external debt service levels. 


Monetary and Fiscal Policies Moderately Expansionary 


Money supply for the first half stood at ~9.6 billion, 6.7% 
higher than the year-end level of 1974, and 18.5% higher than 
the half-year figure of 1974. Authorities indicate they intend 
to maintain growth in money supply at an annual rate of about 
16%. Total domestic credit reached ~26.4 billion at the end 

of June, 5% higher than the end-1974 level, and exceeding June 
1974 levels by about 27%. 


In the public finance area, revenue collections during January 
to June increased by 12.8 percent over the corresponding 1974 
period. Net disbursements outstripped this increase, however, 
and the necessary financing of this deficit has raised external 
debt by 34% and internal public’debt by 41% in the year to 

May 1975. Short-term internal public debt has increased 51% in 
this period. A Government commitment to infrastructure develop- 
ment contributes to a projected FY 1976 budget deficit of 

¥5 billion, the financing of which will further increase the 
public debt. 


Rate of New Foreign Investment Down 


Total new investment recorded by the Board of Investments (BOL) 
for the first half of 1975 aggregated ~394 million, down 52% 
from the level posted during the same period last year. Both new 
foreign investment (62% of total) and new domestic investment 
(38%) were down by the same percentages as compared with the 

same period last year. By sector, chemical-based industry ac- 
counted for over half of the total new investment, followed 
distantly by agro-industry and metals. 
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Investment intentions registered with BOI also project reduced 
foreign investor activity. Planned investments received by 

the BOI from January to June fell by 8.3% overall, and planned 
investments by foreigners fell by 27.8%. Again, chemicals were 
most popular, followed more closely in this instance by agro- 
industry and mining and minerals. 


Prospect: Continuing Slow Growth 


Due to the slow recovery of the Philippines’ trading partners, 
little demand-induced growth can be expected from the external 
side for the balance of the year. Under these conditions, the 
economy ill do well to reach a growth rate of 5%. 


The deficit on merchandise trade will almost certainly reach 
$700 million, and could go to $900 million, that is, within the 
range earlier projected by the IMF. The $115 million }oan_ to 
the Philippines from the IMF oil facility will help to offset 
the foreign exchange outflow for crude oil, which amounted to 
$350 million in the first half of 1975. If OPEC oil prices are 
again raised, of course, additional pressure will be brought 

to bear on the balance of payments, with increasing recourse 

to borrowings, either through existing or new credit lines, a 
likely result. On the positive side, private observers pro- 
fess to see prospects of some improvement in markets for 
Philippine exports by the end of the year, only partially de- 
pendent on broad economic recovery in the industrial nations. 


Domestically, the Government will continue to seek and imple- 
ment measures to smooth out agricultural production and prices. 
The Government is attempting to associate with sugar exporting 
countries in 22 Latin American and Carribean nations, which 
could affect over 60% of the world's total sugar exports. Co- 
conut oil refining capacity is being expanded, and the Govern- 
ment is seeking markets in China, Russia and Middle East. The 
lumber and plywood industry has asked the BOI for relief from 
sales taxes and certain property taxes. On the production 
side, the Department of Natural Resources plans to support the 
wood industry by implementing reforestation and conservation 
programs. 


Production-related development of infrastructure is expected 
to receive continued support for the second half of 1975. For 
FY 1976, ~7.9 billion has been programmed for infrastructure 
as compared to ~6.2 billion programmed list fiscal year. 





IMPLICATIONS FOR THE UNITED STATES 


Bilateral Economic Relations 


No further technical discussions on a successor to the expired 
Laurel-Langley Agreement have bem held since those in July 1974. 
Negotiations appear to have fallen in line with the pace of the 
Multilateral Trade Negotiations in Geneva, although talks on 
bilateral issues may still be held in the next few months. 


Trade figures for the first half showed a rather significant 
shift in direction of trade. While the value of total Philip- 
pine exports dropped by 12% as compared to the first half of 
1974, exports to the U.S. fell off by a startling 58%. Statis- 
tics have not yet been compiled to show which exports to the 
U.S. have suffered most, but the redirection and the decline in 
sugar sales certainly were factors. At the same time, Japan 
was increasing its share of Philippine exports, receiving 
nearly twice as many Philippine products as the U.S. in the 
first six months of 1975. 


Philippine imports increased by about 14% over the correspond- 
ing period in 1974, but the value of imports from the U.S. re- 
mained virtually static. Japan meanwhile increased its market 
share to nearly 27%, as compared to 20% for the U.S. While 
these six-month figures are insufficient to firmly establish 
the acceleration of an existing trend, they do indicate a 
continuing diversification of import sources and export markets, 
away from dependence on the U.S. and toward Japan, the EC 
countries, and others including the Peoples' Republic of China. 


There are indications of a similar shift away from the U.S. 
as a source of investment, although it is less pronounced. 
Since the Central Bank (CB) first began monitoring capital in- 
flow (January 1970), U.S. investors have accounted for 48% of 
the total new foreign investments recorded, while Japan is a 
distant second at 17%. However, for the first six months of 
1975, 37% of new investments came from U.S. investors, 23% 
from Japan, and 40% from other countries. For those foreign 
investments registered with the BOI in the first semester 
(about 58% of the total registered with the CB), Japanese in- 
vestors contributed nearly a third, while Americans followed 
with 24%. 


Trade and Investment Opportunities 


Although the Philippine economy will probably grow slowly 
through the remainder of the year, prospects for longer-term 
economic health and stability are good. Other countries have 
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recognized the attractiveness of the Philippine market, and U.S. 
exporters can expect continued competition over the full range 
of products. 


Machinery other than electric continues to be the dominant U.S. 
export to the Philippine market. Promising potential lies in 
energy systems, food processing and packing equipment, metal- 
working machinery and equipment, building products and construc- 
tion equipment, business equipment and systems, and health care 
industries equipment and supplies. 


The new investment slowdown is no doubt strongly related to 
worldwide economic stagnation and depressed commodity markets, 
but the basic conditions for investment in the Philippines con- 
tinue to be favorable. Although certain tax provisions have 
recently been modified with a view to rationalizing subsidies 
and increasing tax revenues, special industrial zone and export 
incentives have not been changed. A number of U.S. banks have 
completed equity investments in local banks in order to comply 
with new capital requirements and permit their firms to extend 
activities throughout the country. The Government continues 

to encourage investment in specified sectors, especially in 
activities which will promote agricultural production, exports, 
and high utilization of labor. 
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